PHI LI PPI NES ECONOM C & FI NANCI AL WWRAP- UP
JULY 28 — AUGUST 03, 2001

The peso cl osed unchanged week-on-week, but stock prices
di pped further and donestic interest rates rose. The
Central Bank announced it was scrapping a tiered interest
paynment schene on overni ght borrowings to stemliquidity
and hel p ease pressure on the peso, while the unbrella
organi zati on of commerci al banks agreed to voluntarily
reduce banks’ overbought foreign exchange limts.
Meanwhi l e, | atest statistics released during the week
showed a 24. 7% year-on-year dip in export revenues (June
2001 data), while manufacturing output sputtered to 2%
growh in May. End summary.

These weekly reviews are avail able on the Enbassy’s web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our June 2001 Econom c Qutl ook, which is also

avail abl e on our web site.

Forex Report

Credit Market Report

Stock Market Report

More Moves to Mop Up Liquidity, Ease Pressure on Peso

Manuf acturi ng Exports Continue to Slunp

May 2001 Manufacturing Update: Volunme G owh Slows,
Capacity Uilization Down

The peso slipped to close at P53.77/US$ m d-week --
down 0.6% fromJuly 27's closing |l evel -- before
recovering to end the week at P53.45/US$ on August 3,



unchanged week-on-week. Foreign exchange traders
attributed the peso’s | ate-week recovery to inproved
foreign exchange liquidity resulting from nore noderate
forei gn exchange demand (after the usually heavier nonth-
end corporate requirenents) and an agreenent reached by
menbers of the Bankers Associ ation of the Philippines
(BAP) to voluntarily reduce comercial banks’ foreign
exchange overbought limts.

The BAP announced plans to reduce commerci al banks’ forex
overbought limts to $5 mllion or 2.5% of net uninpaired
capital (whichever is lower) effective August 6. This is
hal f the ceiling prescribed by the Bangko Sentral ng
Pilipinas (BSP, the central bank). BAP officials told

t he Enbassy that they estimated the nove to inject
anywhere from $70 million to $100 mllion in additional
forei gn exchange supply in the spot market and added that
the BSP woul d be nonitoring conpliance. BAP officials
added that the neasure is expected to inprove the
currently “uneven” foreign exchange supply distribution,
whi ch has created perception of foreign exchange scarcity
and contributed to currency volatility. Al though bal ance
of paynents flows are weak, the BAP believes that overal
forei gn exchange supply renai ns adequate to support the
normal needs of the econony.

Dat e Wei ght ed C osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
JUN 25 52. 252 52. 265 54.9
26 52. 307 52.270 91.5
27 52. 308 52. 295 55.3
28 52. 366 52. 370 101.5
29 52. 428 52. 395 96.0
JUL 02 52.612 52. 700 93.0
03 52. 905 52. 940 113.5
04 53. 025 52. 930 145. 5
05 52. 965 52. 980 111.1
06 52. 901 52. 890 73.5

JUuL 09 52. 863 52. 835 71.6



10 52.910 52. 950 68. 0
11 53. 023 53. 065 76.7
12 53. 246 53. 080 119.0
13 53. 186 53.170 46. 0
JUL 16 53. 503 53.710 50. 4
17 53. 896 53. 950 49. 5
18 53. 928 53. 700 168. 5
19 53. 316 53. 200 122. 3
20 53. 210 53. 150 154. 8
JUL 23 53. 387 53. 400 110.6
24 53. 552 53. 550 36. 2
25 53. 587 53. 600 96.7
26 53. 538 53.420 101. 6
27 53. 389 53. 450 76.0
JUuL 30 53. 562 53. 370 106. 7
31 53. 526 53. 540 67.7
AUG 01 53. 744 53. 770 94.4
02 53. 667 53. 645 67.0
03 53. 562 53. 450 92.5

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Bid rates at the governnent’s weekly Monday Treasury bil
auction rose further on July 30. Demand was weak for the
| onger-term 182- and 364-day maturities, with [ ess than
50% of tenders submtted for the P3 billion worth of
bills scheduled for sale. The Treasury rejected all bid
offers for the 182- and 364-day paper as “too high” (wth
sone bids reportedly nore than 80 basis points higher
than in the previous week). The Treasury fully awarded

the P1L billion worth of 91-day bills up for sale at an
average rate of 9.215% up 28 basis points week-on-week.
A P4 billion auction of two-year Treasury bonds schedul ed

on July 31 was al so under-subscri bed and all bids
rej ect ed.

Nat i onal Treasurer Sergi o Edeza attributed the marked
upward pressure on interest rates to the tenporary
liquidity tightness arising froma two-percentage point



increase in reserve requirenents which went into effect

| ate | ast week. Treasury officials told the Enbassy that
the Treasury would reduce its weekly T-bill offering
during the fourth quarter fromP4 billion to P3.5 billion
to ease pressure on donestic interest rates, taking in
nore foreign-denom nated borrow ngs than originally

pl anned. The national governnent has raised over $500
mllion in foreign-denom nated debt over the past three
nmont hs (i ncluding private placenents and a currency swap
arrangenment) and also plans to rai se anywhere from $500
mllion to $800 mllion worth of |ong-term bonds in

i nternational debt markets conme Septenber. Securities
deal ers expect the upward pressure on donestic interest
rates to persist in the near-term although at a nore
noder ate pace than this week. Foreign exchange rate and
fiscal developments wll be key determ ning factors.

Auction Date 91 days 182 days 364 days
JUN 04 8.913 9. 839 10. 792
JUN 11 8.729 9.700 10. 823
JUN 18 8. 653 9. 780 10. 965
JUN 25 8.728 no sal es 11. 092
JUL 02 8.770 9. 942 11. 221
JUL 09 8. 849 10. 172 11. 419
JUL 16 8. 958 10. 489 11. 768
JUL 23 8. 935 10. 861 11.988
JUL 30 9. 215 no sal es no sal es

Source: Bureau of the Treasury

STOCK MARKET REPORT

The Philippine Stock Price Index (Phisix) closed the week
at a new nine-nonth | ow, battered by news of discouraging
export and manufacturing statistics and by higher returns
on alternative fixed-rate investnent instrunents. The



Phi six closed at 1328.17 on August 3, down 2.6% from July
27" s 1363. 34 | evel.

Refl ecting dw ndling busi ness volunes, two nore foreign
stock brokerages have decided to suspend their Philippine
trading operations. They joined three foreign stock

br oker age conpani es whi ch suspended operations in 2000
and another five earlier this year (including the |likes
of Nonmura Securities, Paribas Asia, Sung Hung Kai, Oion
Squire Capital, and UOB Securities). GCiticorp Securities
International — Citibank’s |ocal stock brokerage unit --
notified the Philippine Stock Exchange (PSE) that it is
shel ving operations at the end of August 2001.

Meanwhil e, Merrill Lynch's Philippine stock brokerage
(Merrill Lynch Securities Philippines, Inc., MPSI) has
entered into a nenorandum of agreenent for a buyout by a
teamof Merrill Lynch Filipino managers. As a result of
t he managenent buyout, the brokerage unit will continue
operating under a new nane (i.e., Philippine Equity
Partners Securities, Inc.).

Phi |'i ppi ne Stock Exchange I ndex (PH SI X) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)

JUN 25 1424.52 1, 093
26 1423. 44 521
27 1415.73 479
28 1414.79 436
29 1410. 07 2,972 c/
JUL 02 1395. 79 543
03 1392. 07 464
04 1385. 99 525
05 1402. 23 464
06 1396. 92 278
JUL 09 1405. 39 346
10 1397. 66 447
11 1390. 10 284
12 1399. 42 289

13 1396. 30 208



JUL 16 1397. 61 377

17 1384. 01 798
18 1382. 28 325
19 1381. 87 625
20 1376. 36 330
JUL 23 1374. 83 516
24 1369. 02 441
25 1366. 01 472
26 1362. 58 368
27 1363. 34 584
JUL 30 1350. 95 323
31 1362. 89 406
AUG 01 1333. 71 373
02 1341. 56 472
03 1328. 17 338
a/ includes P6.57 billion block sale of Pure Foods to San

M guel Corporation

b/ about P2 billion accounted for by trading of blue-chip
Phi |'i ppi ne Long Di stance Tel ephone Co. (PLDT) shares
(reportedly on news of a debt restructuring plan forged
with creditors by PLDT"s struggling subsidiary Piltel)

¢/ includes P2.4 billion cross transaction in relation to
A obe-1 sl acom ner ger

Source: Philippine Stock Exchange

MORE MOVES TO MOP UP LI QUI DI TY, EASE PRESSURE ON PESO

BSP Governor Rafael “Paeng” Buenaventura announced on
August 2 (Thursday) that the Philippi ne Monetary Board
(the BSP s highest policy maki ng body) had decided to
scrap a three-tiered interest rate systemfor its

overni ght borrowi ngs. The tiering schenme, adopted about
two years ago in the hope of encouraging nore active bank
| endi ng, pays 9% for the first P5 billion “parked” in BSP
open market borrowings, a lower 7.5%for the next P5

billion, and 6% for placenents over P10 billion. The
nmove foll owed on neasures announced the previous week to
mop up financial liquidity and counter specul ative

currency pressures via higher “liquidity” reserve



requirenents (i.e., reserves which earn market-based
yields) and a | ower allowable ceiling for over-the-
counter foreign exchange sales w thout docunentation
(halved from$10 mllion to $5 mllion). BSP officials
noted that slow credit growh and the econony’ s sl owed
expansi on appeared to be driving peso liquidity into
investnents in foreign assets.

MERCHANDI SE EXPORTS CONTI NUE TO SLUMP

Exports continue to performpoorly, hit hard by the
econom ¢ slowdown in the United States and Japan and by

t he weak gl obal demand for el ectronic products.

According to the National Statistics Ofice (NSO, June
2001 export receipts dipped by 24. 7% year-on-year to $2.6
billion -- follow ng on year-on-year declines posted in
February (3.4%, March (4.0%, April (15.8%, and May
(11.4% . Receipts from shipnments of electronic
conponents (down 39.3%in US$ terns) al so shrank year-on-
year for a fourth nonth in a row. Cunul atively, January
to June export revenues declined by 9.3%from 2000’ s
conparable first senester level, wth receipts from

el ectronics (54% of total export revenues) down 18. 1%
Mer chandi se exports to the United States (the

Phi l'i ppi nes’ | argest export market) accounted for 28% of
total export receipts during the first half of the year
but suffered a 12. 8% decline from 2000’ s conpar abl e

| evel .

The exceptionally steep year-on-year drop in June 2001
export revenues reflected in part a relatively high June
2000 base (during which exports rose over 19% year-on-
year, its strongest performance during that year).
Nevert hel ess, short-term export prospects remain weak and
the | atest nunbers have contributed to increased

skeptici smover the econony’s ability to neet the
governnment’ s downward-revi sed targeted GDP grow h range
of 3.3%to 3.8% (adjusted from3.8%to 4.2% for the 2001
full year. The lower-end 3.3% GDP growth target assunes,
anong others, that full-year merchandi se exports (in
current US$ terms) will nuster at |east 1% growth year-
on-year.



PHI LI PPI NE MERCHANDI SE EXPORTS
(In US$ MI1ions)

January — June G ow h
2000 2001 (9
TOTAL EXPORTS 17,616.1 15,978.1 (9.3
Agro-Based Product s 8175 778.3 (4.8
Forest Products 11.8 11.7 (0.8)
M neral Products 348.5 263. 4 (24.4)
Pet r ol eum Pr oduct s 169. 2 117. 4 (30.6)
Manuf act ur es 15, 793.9 14, 264. 9 (9.7)
El ectronics Equip. & Parts 10, 602.9 8,684.9 (18.1)
O hers (mainly re-exports) 475. 2 542. 4 14.1

Sour ce: Nati onal Statistics Ofice

MAY 2001 MANUFACTURI NG UPDATE: VOLUME GROMH SLOWS,
CAPACI TY UTI LI ZATI ON DOWN

The NSO s | atest Monthly Integrated Survey of Sel ected

I ndustries (MSSI) showed a nodest 2% year-on-year
expansi on in aggregate manufacturing vol ume during My
2001, with only 5 of 16 manufacturing sub-sectors posting
i nproved production volumes. That performance cane on
the heels of two consecutive nonths of double-digit
grom h and al so reflected the sl owest year-on-year
expansion recorded in thirteen nonths. Sales vol une
contracted by 4.8% year-on-year

Anal ysts considered the May 2001 survey results as a
realistic picture of the current weak state of the

Phi | i ppi ne econony. Reactions to the March and Apri
year-on-year production growmh rates had been generally
muted -- attributed mainly to declining inventories and a
relatively | ow 2000 base rather than to inproved busi ness
prospects. Sales growth has | agged production growh



over the past several nonths and has increased at a nore
noder at e pace thus far than conparabl e year-ago growth
rates, suggesting weaker overall demand.

The statistics al so show nore excess capacity this year
than last. The manufacturing sector’s average capacity
utilization rate declined from 80.2% (May 2000) to 76.3%
(May 2001). The capacity utilization rate for the
January- May period averaged 77.3% versus 2000’ s
conparabl e five-nonth average of 79.5% Furthernore, a
smal l er (60% share of establishnents were operating at
nmore than 70% capacity in May 2001 than in the previous
year (67.3%, while the share of firns operating at |ess
than half of capacity increased from?9.8% (May 2000) to
13. 3% (May 2001).

Year - on- Year % Change

Pr oducti on Net Sal es

Vol une r/ Vol une
January 2000 12. 3 10.1
February 7.7 10.5
Mar ch 2.7 10.5
Apri | (1.4 8.3
May 13.7 21.0
June 14.5 8.0
July 20. 4 5.7
August 10.1 13.2
Sept enber 16.8 2.9
Cct ober 19.0 3.7
Novenber 40.7 15.8
Decenber 14.0 7.7
January 2001 4.1 r/ 3.7 rl
February 8.2 r/ 6.1 r/
Mar ch 11.3 r/ 2.0 r/
Apri | 13.3 r/ 4.4 r/
May 2.0 (4.8)

r/ revised estimates starting April 2000

Sour ce: Nati onal Statistics Ofice
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